Introduction
Many observers consider angel investments to be one of the key drivers behind the startup and the growth of new businesses, despite a paucity of information to confirm whether or not this is true. Unlike venture capital investments, angel investments are made by individual investors who do not make up a known population. Therefore, much of what is reported about angel investing comes from anecdotes and surveys of convenience samples, which are prone to biases and inaccuracies. Moreover, research on angel investment is plagued by definitional confusion, in which different investigators confound informal investors, friends and family who invest in startups, accredited and unaccredited angel investors, and individual and group investing. The variation makes it difficult to compare findings across studies.
Purpose
This report seeks to provide an accurate understanding of the role of angel investing in the entrepreneurial finance system. It provides a definition of angel investing and reviews the current state of understanding of the phenomenon, focusing on answering four questions: (1) How large is the angel capital market? (2) How much demand is there for angel capital? (3) What are the primary characteristics of angel investments? (4) What do the companies that receive angel financing look like? Among other databases, the study draws on the Survey of Business Owners (SBO); the Business Information Tracking Series (BITS); the Entrepreneurship in the United States Assessment (EUSA); the survey of the members of the Angel Capital Association 
Overall Findings
The angel capital market is smaller than is generally believed. Few companies are appropriate for angel financing, a fact that limits demand for this source of financing. Angel investments are smaller and less sophisticated and include more debt than is commonly thought. And the companies that receive angel financing are more similar to typical startups.
• According to the EUSA and GEM data, the estimated number of people who made an angel investment between 2001 and 2003 is between 331,100 and 629,000 people.
• According to estimates based on the EUSA data, between 2001 and 2003, angels invested an estimated $23 billion per year.
• Estimates based on several sources suggest that most angel investors are unaccredited investors, but that accredited investors provide the majority of dollars invested.
• Estimates based on data from the EUSA and the 2003 FRSSBF suggest that the number of companies that receive angel investments annually is between 50,700 and 57,300.
• According to the ACA, in 2006, the 5,632 accredited angel investors that make up its member groups made 947 investments in 512 companies, providing startups with a total of $228.8 million.
• According to estimates from the BITS, 3,608 companies founded in 1996 achieved the $10 million or more in sales by 2002 that many experts say angels' target.
• According to the EUSA data, the typical angel investment made between 2001 and 2003 was $10,000.
• According to the ACA, in 2006, the average dollar value invested per angel in an angel group deal was $31,457.
• According to the EUSA data, debt accounts for 40.2 percent of the money angels provided to startups between 2001 and 2003.
• Estimates based on the 2003 FRSSBF and the EUSA data suggest that between 0.17 and 0.2 percent of the companies financed by angels go public, and between 0.8 and 1.3 percent are acquired.
• Estimates of the rate of return net of opportunity cost of high-net-worth accredited angels affiliated with groups and willing to talk about their investments is 19.2 percent, according to data from the Angel Investor Performance Project (AIPP).
• According to the EUSA data, 25 percent of angel investments made between 2001 and 2003 went into retail businesses, and 12.5 percent went into personal service businesses.
• According to the 2003 FRSSBF, the typical business of any age-the average age was 13.3 yearsthat received an informal equity investment in the previous year had sales of $435,000, employment of seven, and profits of $7,500.
• According to data from the 2002 SBO, only 11 percent of firms that were five years old or younger and had received an external equity investment had a female primary owner, only 3.8 percent had an Hispanic primary owner, and only 1.4 percent had a Black primary owner.
• According to data from the 2002 SBO, over two-thirds of the entrepreneurs whose businesses had received an external equity investment and were less than six years old were between the ages of 35 and 54 years.
Scope and Methodology
This study reviewed the literature, including published books and articles, as well as unpublished reports. It also involved a statistical evaluation of data sources drawn from representative samples of known populations the SBO (through special tabulations); the BITS (through special tabulations); the EUSA; the survey of the ACA members; the Federal Reserve Survey of Consumer Finances (FRSCF); the FRSSBF; the GEM; and the Kauffman Firm Study (KFS)-not previously used to examine angel investing in the United States. The study also examined new, nonrepresentative surveys of angel investors, such as the AIPP. Finally, it compared the results of these analyses to previous studies of nonrepresentative samples of business angels.
Ordering Information
The full text of this report and summaries of other studies performed under contract with the U.S. Small Business Administration's Office of Advocacy are available on the Internet at www.sba.gov/advo/research. Copies are available for purchase from:
National • Estimates based on several sources suggest that the majority of angel investors are unaccredited investors, but that accredited investors provide the majority of dollars invested.
• According to the ACA, in 2006, the 5,632 accredited angel investors that make up its member groups made 947 investments in 512 companies, providing start-ups with a total of $228.8 million.
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• According to estimates from the BITS, 3,608 companies founded in 1996 achieved the $10 million or more in sales by 2002 that many experts say angels target.
• According to the EUSA data, debt accounted for 40.2 percent of the money angels provided to startups between 2001 and 2003. 4 • Estimates based on the 2003 FRSSBF and the EUSA data suggest that between 0.17 and 0.2 percent of the companies financed by angels go public, and between 0.8 and 1.3 percent are acquired.
• Estimates of the rate of return net of opportunity cost of high-net-worth accredited angels affiliated with groups and willing to talk about their investments is 19.2 percent, according to data from the AIPP.
• According to the 2003 FRSSBF, the typical business of any age-the average age was 13.3 years-that received an informal equity investment in the previous year had sales of $435,000, employment of seven, and profits of $7,500.
• According to data from the 2002 SBO, only 11 percent of firms that were five years old or younger and had received an external equity investment had a female primary owner; only 3.8 percent had an Hispanic primary owner, and only 1.4 percent had a Black primary owner.
The study makes two contributions to public policy. First, it provides more accurate estimates of the market for angel capital, the demand for angel capital, the companies that receive angel capital, and angel deals than were previously available.
These data provide the facts that policymakers need to develop ways to enhance the growth of entrepreneurship in the United States.
Second, the report provides insight into the role of public policy in the angel capital market. The information from this study will allow policymakers to evaluate the importance of the angel capital market to entrepreneurial activity in the United States, and the need for policy intervention. In addition, it provides insight into the investment activity of different groups of angel investors (e.g., accredited and unaccredited The most important point about angel investing that comes from these definitions is the following: every angel is an informal investor, but not every informal investor is an angel. That is, informal investors are made up of two different groups of investors, angels and friends and family.
Another important point that comes from these definitions is the heterogeneity among angel investors. Some angels are accredited investors, 5 while others are not. Some angels are early-stage capital providers, while others put money into businesses that are cash flow positive at the time of investment. Some angels are passive investors, conducting little, if any, due diligence of potential investments, and having scant involvement with the companies or founders after they invest, while others undertake more detailed due diligence and get actively involved with the companies that they 5 The federal securities laws define the term "accredited investor" in Rule 501 of Regulation D as a person whose household net worth exceeds $1 million, or whose income exceeds $200,000 in the two previous years if single ( while others invest as part of an organized group. These different dimensions affect the range of businesses in which angels invest, the organizational arrangements that they employ, their investment criteria, their decision-making processes, and a host of other things that make describing business angels quite difficult.
Debt versus Equity Investments
Angel investments include debt as well as equity. Because angels, unlike venture capitalists, have no fiduciary responsibility to other investors and are not regulated, as is the case for banks, angels can and do invest using a very wide range of financial instruments, from pure debt to pure equity. For instance, some highly sophisticated accredited angel investors affiliated with organized angel groups report using debt instruments, particularly convertible debt, when investing in seed stage companies.
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The use of debt instruments is not restricted to the use of convertible debt. In focus groups on angel investing sponsored by five Federal Reserve regional banks, several highly sophisticated angels reported that they had made investments as large as $150,000 in unsecured debt. 7 Moreover, earlier quantitative studies point to the use of debt by informal investors. For instance, Robert Gaston's 1989 study of informal equity investments in the United States showed that 41.2 percent of the money received by companies that had received an informal equity investment took the form of debt.
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Active versus Passive Investors
Previous research shows that many angels are passive investors. For instance, one study of a sample of accredited angel investors who appear in the database of a consulting firm showed that 35 percent would make an early-stage angel investment without looking at 9 the entrepreneur's business plan. 9 Other studies report that 20 percent of angels performed no due diligence on investments that they made. Moreover, several low-technology companies founded in industries in which most startups are not high growth have generated extremely high financial returns on angel investments, such as Starbucks and Kinko's. Because angels can and do make successful investments in low-technology companies in slow-growth industries, it does not make sense to exclude these investments from the angel investment population.
Definitions of Subsets of Business Angels
To mitigate confusion about angel investors, several key categories of angel investors are defined. 
Unaccredited and Accredited Investors

Research Design
This study overcomes the limitations of prior studies of angel investing by examining new, more reliable, valid, and representative datasets than those used previously. The primary data sources used in this study are: 
Analytic Techniques Used
The data from primary sources were examined in two ways. First, descriptive statistics were produced from the datasets. Second, regression analysis was conducted on some of 15 the datasets. However, the small sample sizes limit the power of the regression analysis.
Therefore, the reported results take the form of descriptive statistics.
As Table 1 shows, the datasets on which inferences about angel investments are drawn for this report include relatively small numbers of business angels, angel investments, and angel-backed companies, making the estimates reported here imprecise. (The sources include much larger numbers of informal investments, informal investors, and informal investor-backed companies. So this imprecision is not present for those estimates.) To minimize inaccurate estimates, I seek convergence across results from multiple datasets.
In addition, I compare the estimates for angel investment activity to estimates for the larger populations of which angels are a part to test the consistency between estimates from small samples with estimates from larger samples. Both of these approaches increase confidence in the results.
The Angel Capital Market
As defined earlier, an angel investor is a person who provides capital, in the form of debt or equity, from his own funds to a private business owned and operated by someone else who is neither a friend nor a family member. Measuring angel investing is difficult. As Table 1 shows, only two data sources include information from a representative sample and measure angel investing-EUSA and GEM. (The FRSSBF includes information from a representative sample on a subset of angel investing, those angels who make equity investments in companies.)
Three dimensions of the angel capital market are the amount of capital provided, the number of investors, and the number of companies receiving financing.
The Number of Angel Investors
Angel investing is a small part of the informal capital market. The operational definition of an angel investor in the GEM and EUSA data is a person who made an informal investment in the previous three years in a business run by someone other than a friend or family member. Analysis of data from the EUSA indicates that only 8 percent of the investments were made in a business run by "a stranger with a good idea," rather than in 1 An empty cell means that no information is available. Because of missing cases, the percentages of the sample in each subsample do not correspond to the reported estimates. 2 The data from the EUSA, SBO, and GEM are unweighted; the data from the FRSSBF, FRSCF, and KFS are weighted. When the data are weighted, the weights are recentered for the subsample examined. The FRSSBF includes five "implicates" that include different values for imputed variables. Because it is unclear which imputation procedure is appropriate for these analyses, all "implicates" are used in the calculations. 3 Informal investor is an individual (not an institution) who used his own money to provide capital to a private business owned and operated by someone else. For the EUSA data, this investment was measured as the incidence of investment by a U.S. adult from 2001-2003 in a business owned by an immediate family member, other relative, friend, coworker, neighbor, or stranger. For the GEM data, this investment was measured as the incidence of investment by a U.S. adult made over the three previous years with data collected annually from 1998 to 2003 in a business owned by an immediate family member, other relative, friend, coworker, neighbor, or stranger. 4 Informal equity investor is an individual (not an institution) who used his own money to make an equity investment in a private business owned and operated by someone else. For the EUSA data, this investment was measured as the incidence of investment by a U.S. adult from 2001 to 2003 in a business owned by an immediate family member, other relative, friend, coworker, neighbor, or stranger. For the GEM data, this investment was measured as the incidence of investment by a U.S. adult made over the three previous years with data collected annually from 1998 to 2003 in a business owned by an immediate family member, other relative, friend, co-worker, neighbor, or stranger. For the FRSSBF, informal equity was measured as the receipt of an equity investment from individual investors by a company with fewer than 500 employees in the previous 12 months. For the FRSCF, informal equity was measured as ownership by a U.S. household of a business that is not actively managed by someone in the household. For the KFS, informal equity was measured as the receipt of an equity investment in its first year of operation by a noninstitutional investor who was not a member of the founding team in a for-profit business founded in 2004 that was not a branch or subsidiary owned by an existing business, was newly listed in Dun and Bradstreet's directories, and did not have an employer identification number, schedule C income, a legal form, or paid state unemployment insurance or federal social security taxes prior to 2004. 5 An external investor is an individual (not an institution) who used his own money to provide capital to a private business owned and operated by a relative. For the EUSA data, this investment was measured as the incidence of investment by a U.S. adult from 2001 to 2003 in a business run by a friend, neighbor, coworker or stranger. For the GEM data, this investment was measured as the incidence of investment by a U.S. adult made over the three previous years with data collected annually from 1998 to 2003 in a business run by a friend, neighbor, coworker or stranger.
6 An external equity investor is an individual (not an institution) who used his own money to make an investment in a private business owned and operated by a relative. For the EUSA data, this investment was measured as the incidence of equity investment by a U.S. adult from 2001 to 2003 in a business owned by an immediate family member, other relative, friend, coworker, neighbor, or stranger. For the GEM data, this investment was measured as the incidence of investment by a U.S. adult made over the three previous years with data collected annually from 1998 to 2003 in a business owned by an immediate family member, other relative, friend, coworker, neighbor, or stranger. For the SBO, informal equity was measured as employer businesses that were established, purchased, or acquired in 1997, 1998, 1999, 2000, or 2001 for which owner 1 owned less than 100 percent and owners 2 or 3 spent no hours managing or working in the business; the business was not exclusively owned by members of the same family; and funds were received from an outside investor. For the KFS, external equity was measured as the receipt of an equity investment in its first year of operation by a noninstitutional investor who was not a member of the founding team in a for-profit business founded in 2004 that was not a branch or subsidiary owned by an existing business, was newly listed in Dun and Bradstreet's directories, and did not have an employer identification number, schedule C income, a legal form or had paid state unemployment insurance or federal social security taxes prior to 2004. 7 Angel investor is an individual (not an institution) who used his own money to provide capital to a private business owned and operated by someone else who is neither a friend nor a family member. For the EUSA data, this investment was measured as the incidence of investment by a U.S. adult from 2001 to 2003 in a business owned by a stranger. For the GEM data, this investment was measured as the incidence of investment by a U.S. adult made over the three previous years with data collected annually from 1998 to 2003 in a business owned by a stranger. 8 Angel equity investor is an individual (not an institution) who used his own money to make an equity investment in a private business owned and operated by someone else who is neither a friend nor a family member. For the EUSA data, this investment was measured as the incidence of equity investment by a U.S. adult from 2001 to 2003 in a business owned by a stranger. For the GEM data, this investment was measured as the incidence of equity investment by a U.S. adult made over the three previous years with data collected annually from 1998 to 2003 in a business owned by a stranger. For the FRSSBF, informal equity was measured as the receipt of an equity investment from individual investors by a company with fewer than 500 employees in the previous 12 months in which the respondents categorized the individual investors as "angel investors." 9 The respondents to the EUSA were asked if they made an informal investment in the previous three years. If they answered "yes", they were asked to describe up to three investments that they made over that period. The respondents were asked to identify whether each investment was made in a business owned by a friend, neighbor or coworker, immediate family member, other family member, or stranger. This information was used to determine whether the individual had made an angel investment during the previous three years. Because respondents could have reported on up to three angel investments, the EUSA contains information on more angel "deals" than angel investors.
a business run by a friend or family member. The GEM data corroborate this estimate. The number of investors estimated from the EUSA and GEM data are considerably higher than the number of investors estimated by the Center for Venture
Research at the University of New Hampshire (CVR), which reported 220,000 "active"
angel investors in 2003. 19 However, the CVR defines "active" angel investors as people who made an angel investment in the previous 12 months. Adjusting the EUSA and GEM 17 The convergence between the EUSA and GEM data provides some confidence in the accuracy of the population estimates based on them. However, it is difficult to find other sources to corroborate them. The GEM and EUSA data sample the adult-age population and ask about the number of (debt and equity) investments made in the previous three years. Other studies do not sample the adult-age population, do not ask about investment flows, do not include debt as well as equity, and do not look at a three-year period of time. These differences, combined with the examination of different time periods from the EUSA and GEM, mean that the estimates of the number of informal investments from other sources cannot be compared directly to the EUSA and GEM estimates. 18 Because many angel investors are married in households in which only one individual makes the angel investments, the number of households making angel investments over this period would be lower. 20 The EUSA and GEM data generate estimates of 140,000 to 266,000 "active" angel investors in one of the three years covered by the study. That is, measured on an "active" angel basis, the numbers from the EUSA and GEM databases are in a similar range to those provided by the CVR.
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The Number of Companies Receiving Angel Investment
It is possible to extrapolate to the number of companies receiving angel investments in the United States every year from data on angel investments made by respondents to the EUSA. This extrapolation yields an estimate of angel investments in approximately 57,300 companies per year. Limiting the estimate to those companies that received an equity investment from a business angel produces an extrapolation of 49,800.
22 20 To figure out the number of "active" angel investors from the EUSA and the GEM, the EUSA and GEM numbers of people who "made an angel investment in the past three years" are multiplied by the EUSA estimate of the number of angel investments made by each angel (1.27) over the three-year period. Then that number is divided by three (for the number of years). This adjustment yields estimates of 140,000 to 296,000 "active" angel investors in one of the three years covered by the study. 21 In addition, Several facts suggest the accuracy of these numbers. The EUSA reports that those people who made informal investments over the three-year period made an average of 1.91 of them-a rate of investing almost identical to the 0. The EUSA shows that the average number of angel investments made by an angel investor over the period was 1.3 and that each investor co-invested with an average of 3.9 investors. Multiplying the 629,000 by 1.3 investments and dividing it by 4.9 investors yields 167,000 companies that received an investment over the three-year period, or an average of 57,300 per year. (These estimates are subject to rounding error.) 23 These numbers may be imprecisely estimated because they are estimated from small samples. It is important to note that these estimates may be imprecise because some of the money provided by entrepreneurs and informal investors takes the form of debt. However, direct analysis of the EUSA and GEM data from which these estimates are drawn confirms Reynolds's numbers.
Comparison of these numbers to estimates reported in previous studies is difficult because few previous studies measure informal investment. However, one study-that published by Robert Gaston in 1989 on investments made in the mid-1980s-can be compared with this one. Gaston found that $32.7 billion of informal equity is invested annually (Gaston, R. 1989. The scale of informal capital markets. Small Business Economics, 1: 223-232.) an amount equal to $57.3 billion in 2004 dollars. Because Gaston focused on informal equity investments, EUSA data must be adjusted to focus on only informal equity investments to compare Gaston's numbers to the EUSA figures. The EUSA data show that 56 percent of informal investment takes the form of debt. Therefore, limiting the EUSA estimate to informal equity investments yields annual investments of about $71.3 billion. That is, the EUSA-based estimate for the dollar value of informal equity investments made annually is approximately 24 percent higher than the estimate provided by Gaston. 27 The median angel investment is $10,000; whereas the median nonangel investment is $5,000. Approximately 8 percent of informal investments were angel investments. Angel investments account for 14.8 percent of the dollar value of the informal investments if the proportion of investments is weighted for the relative sizes of angel and nonangel investments. Since informal investments total $162 billion per year, angel investments amount to about $23 billion per year.
The exact proportion of informal investments that are angel investments were used in this calculation. This estimate includes debt provided by business angels. The estimate of only equity provided by business angels every year would be smaller. 28 The average angel investment is $76,774; the average number of investors per company is 4.85, and the estimated number of companies receiving an angel investment annually is 57,300. 29 Multiplying the average dollar value of all angel investments made by respondents to the GEM survey in the previous three years ($47,723) by the estimates from the GEM data of the number of people in the United States who made these investments over that period yields an estimate of $32.8 billion over a threeyear period, or $10 billion per year. Because there is no information on the number of angel investments It is also possible to estimate the dollar value of the angel capital market in the United States by examining the data from the FRSSBF on the ratio of venture capital to angel capital received by small businesses. A study that looked at these data found that 3.6 percent of the capital that the companies had received had come from business angels, compared with 1.9 percent from venture capitalists. 30 
Two Subsets of Angel Investors
Two important subsets of angel investors are angel groups and accredited angel investors.
Angel Groups
Recently, accredited angel investors have begun to invest collectively in "angel groups."
Observers estimate the number of these groups in the United States to be between 125 made by each investor in the previous three years, the number is assumed to be the same as that found in the EUSA. 30 Berger, A., and Udell, G. 1998. Users might have less confidence in the ACA data than some of the other sources of angel data provided in this report. The ACA is a trade association that angel groups can choose to join or not join. Therefore, the sample of groups in the ACA is probably not representative of the overall population of angel groups. Moreover, the ACA survey of its members is voluntary and subject to significant nonresponse. As a result, the means and other estimates reported by the ACA are based on the respondents and therefore might be biased because of the nonresponse of some groups.
Nevertheless, the ACA surveys of its members provide some basic demographics of angel groups. Each year, the average angel group invests in 3.8 companies. The average angel group investment is $241,528 per round. 37 The median age of a group is 3 years, and the average age is 4.2. 38 The average size is 47.6 members (median of 37). 39 However, estimates from the ACA data indicate that only 17.5 percent of angel group members invest in each deal the group invests in.
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Unaccredited and Accredited Angel Investors
Only some angel investors meet the SEC income or net worth requirements necessary to be accredited investors. 41 
Demand for Angel Capital
Another approach to examining angel investing is to look at the demand for angel capital.
An estimate of the demand for angel capital is based on the number of companies that need amounts of money that angels provide and that take a legal form in which an external equity investment is possible; the number of companies that look for angel capital every year; and the number of businesses with angel-appropriate growth rates.
The Number of Companies Needing the Appropriate Amount of Capital
Some experts say that companies seeking angel financing typically need between $25,000
and $500,000. 45 Approximately 15.1 percent of new business founders surveyed in the Entrepreneurship in the United States Assessment say that they need between $25,000
and $500,000 from an external source. 43 The $200,000 cutoff understates the proportion of credit users whose incomes would make them unaccredited investors because many people who received the angel tax credit are likely to be married. 44 However, angels tend to invest only in corporations, rather than sole proprietorships or partnerships, because they want to make investments in entities from which they can exit with reasonable ease, and they generally want some mechanism to protect themselves against malfeasance and opportunistic behavior by entrepreneurs. In fact, data from the FRSSBF indicates that only businesses taking a corporate legal form had received an informal equity investment in the previous 12 months.
Therefore, the number of companies that demand angel investment can be estimated to be the count of businesses that need the amount of money that angels provide and have the appropriate legal form to receive an external equity investment. The number of new businesses founded every year that take a corporate form, 46 and need between $25,000 and $500,000 from someone other than the founder is estimated at 71,382 annually.
However, some observers believe that companies do not seek angel financing until their capital needs are significantly greater than $25,000. For example, business angels John May and Cal Simmons argue that entrepreneurs do not tend to look for money from business angels until their funding needs exceed $100,000. 47 At the same time, they say that companies generally need to go to venture capitalists when they need $2 million or more. If angels fund companies that need between $100,000 and $2 million, then only an estimated 31,279 new companies founded each year need the amount of money that angels can provide and take the appropriate legal form for angel financing.
The Number of Companies that Look for Angel Money
Another estimate of the demand for angel capital is based on the number of companies that seek angel money at any point in time. One study that examined data from the FRSSBF showed that only 4 percent of corporations sought an equity investment from a nonfounder during the previous three years. 48 Four percent of the number of corporations with fewer than 500 employees is 215,000 companies. small corporations sought an angel investment in the previous three years.
The Number of Firms with Angel-Appropriate Growth Rates
A third way to look at companies that are appropriate for angel capital is to look at the number of companies that display growth rates that fit the preferences of business angels.
Experts typically describe angel-appropriate growth rates in terms of the level of sales achieved five to seven years after founding, although they disagree on the amount of sales businesses need to have. Some experts say that companies need to have $10 million in sales after five years to be appropriate for angel investment. 
The Characteristics of Angel Investments
What type of investments do angels make? Several data sources provide information about different dimensions of these investments, including their size, their balance between equity and debt, and their investment terms.
Investment Size
The EUSA data show that the median angel investment made between 2001 and 2003 was $10,000, the mean was $77,000 and the range was $600 to $500,000. (The median and the range are the same if the analysis is restricted to those investors that made an equity investment).
The small size of some of the investments raises the question of whether some of these numbers are errors. Some evidence suggests not. The Angel Investor Performance Project, looked at people affiliated with angel groups, who had a net worth of $10.9 million, had founded an average of 2.7 companies, had been entrepreneurs for an average of 14.5 years, and were among the 13 percent of those contacted willing to talk about their experiences investing in startups. This group reported a range of initial investments of $1,000 to $5 million for the 663 cases for which data were available. If a group of such sophisticated angels reports investments as low as $1,000, then a $600 investment by an investor from a representative sample of angels does not seem incorrect.
Moreover, the median "Series A" equity investment made by highly sophisticated business angels in California for whom the legal work was done by the law firm Brobeck, Moreover, it is important to note that these are the amounts invested by individual investors, not the amount received by the company in which the investment was made.
The respondents also report that the average number of other private investors was 3.85
(median was two and the range was zero to 20 54 If some sort of bias led the mean and median size of an angel investment from the EUSA to be too low, then the average size angel investment of angel group members would be expected to be larger, not smaller, than the average size of an investment from a respondent to the EUSA. All angel group members are accredited investors, while only 28 percent of angels in the EUSA are accredited investors. Because accredited investors are wealthier and have higher incomes, on average, than unaccredited investors, one would expect the average investment by accredited investors to be larger than the average investment by unaccredited investors. Therefore, it is unlikely that the EUSA estimate of the median investment for angel investors would be too low. 55 56 Restricting the analysis to those investors that made an equity investment yields an average number of four coinvestors, while the median remains two. For the Angel Investor Performance Project, the range is zero to 12, the mean is 5.2 and the median is two.
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angel investors or if they made investments equal to that of the focal angel surveyed is unknown. But if the other investors were angels, then the average investment received per company would be $372,354.
Debt Financing
Angel investing involves the provision of debt as well as equity. 57 In fact, debt accounts for 40.2 percent of the money that angels provide to startups, according to the EUSA. 13 And, according to this same source, 14.8 percent of all angel deals are pure debt. Even among investments in which angels invest in return for some equity, debt is also used approximately 29.8 percent of the time.
Unfortunately, no other current data sources are available to corroborate these data, and the sample size for the EUSA is small. However, the proportion of debt financing shown by the EUSA is not unreasonable by the standards of previous research.
Gaston's research on informal investments made in private companies in the 1980s revealed that 41.3 percent of the informal capital provided to companies that had received informal equity investments took the form of debt. This is, in fact, a higher proportion of debt than is seen among respondents to the EUSA, which shows that 29 percent of the informal capital provided to businesses in which an informal equity investment was made took the form of debt. This is a higher proportion of debt than is seen among angel equity investors who responded to the EUSA. Even among companies that receive informal equity investments, a significant portion of the capital they receive is lent to them.
Investment Instruments
Not much information is available from representative samples of angel investments on the typical investment terms used by angel investors. The only data come from convenience samples of companies known to be backed by sophisticated business angels, which are likely to be biased toward more sophisticated investment instruments.
However, even in these samples, equity investments made by business angels are often straight common stock purchases. For instance, one study of sophisticated business angels investing in high-potential companies-the very situation in which convertible 57 Angel investors may extend only loans to the businesses that they finance and take no ownership stake.
31 preferred stock would be most likely to be used-by Dr. Andrew Wong of the University of Chicago found that common stock was used in 40 percent of investment rounds that involved only angels. Fourth, most angel investments are made without the angel receiving a seat on the board of directors. 65 One study of investments made by sophisticated business angels showed that board seats were granted in only 42.5 percent of angel funding rounds, and, even then, only the very largest angel investments were sufficient to justify a board seat. 66 Studies of accredited, sophisticated business angels show that only between 15 and 37 percent of them are company directors. 67 Moreover, angels account for only about 18 percent of the board seats among companies that get both angel and venture capital funding.
68
Follow-on Investment
A minority of business angels make follow on investments. Many studies of sophisticated, well-known, angels show that the typical angel invests in a single round. 69 One study of angels in the United Kingdom found that angels provide follow-on money only 25 percent of the time. 70 that the average net worth of a company less than five years old that had received an informal equity investment in the previous year was $324,000, while the median net worth was $58,000. (The average net worth of all companies that had received an equity investment from a business angel in the previous year was $2.5 million, but the average age of those businesses was 16.5 years and only 15 percent were less than 10 years old, making it difficult to interpret the net worth information on the companies that had received actual angel investments in the previous year.) 74 Of course, it is possible that the valuations angels place on the companies are much higher than their net worth would suggest. The valuation of the typical company that received an external equity investment in its first year of operation can be determined using data from the KFS. The KFS data show that the valuation of a typical firm that was started in 2004 and received an external equity investment in that year was $171,000 (but the average was $1.4 million).
Ownership Share
Business angels rarely obtain majority ownership of their portfolio companies. Most studies show that the angels who invest in the initial financing round of a startup collectively acquire between 20 and 35 percent of the company in which they are investing. 75 suggests that the number of small young companies that are acquired every year for $5 million or more is closer to 2,800. 
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Wiltbank examined the investment returns of 539 angel investors from 86 groups of angels who had made 3,097 investments, from which they had experienced 1,137
exits. The average investment in the sample (mean investment) generated a profit of $295,000 on an investment of $191,000 in 3.52 years.
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However, even these highly successful angels lost money on more than half (52 percent) of their investments. In fact, the median angel investment made by this sample of very experienced and successful angels involved an investment of $50,000 that returned $40,000 or 80 cents on the dollar. Moreover, only 7 percent of the investments accounted for three-quarters of the financial returns. Given the average number of hours put in by an accredited angel to generate the average return, the opportunity cost of the angel's time is $129,520. That is, the angel gave up the opportunity to earn $129,520 in income to generate the financial return from Source: Adapted from a special tabulation of the Survey of Business Owners of the U.S.
Census Bureau.
Business angels are much less industry-specialized than venture capitalists. 
Characteristics of Angel-Backed Companies
The companies that receive external equity investment are better performing than the typical U.S. startup, but are not necessarily "high-growth potential" companies. The 2003 FRSSBF shows that the typical business of any age-the average age was 13.3 yearsthat received an informal equity investment in the previous year had sales of $435,000, employment of seven, and profits of $7,500. 
Characteristics of the Owners of Angel-Backed Companies
White male-led businesses account for the vast majority of the companies that receive external equity investments. Data from the SBO showed that only 11 percent of the firms that were five years old or younger and had received external equity investor had a female primary owner. 95 These data also show that only 3.8 percent of businesses that have received external equity investments have a Hispanic primary owner; and only 1.4 percent of those businesses have a Black primary owner.
96
The patterns are similar for brand new firms. The KFS indicated that 90.4 percent of the primary owners of the businesses that received an outside equity investment from a nonrelative in their first year of operation were White and only 3.6 percent were Black.
The data from the SBO show that middle-aged entrepreneurs receive most of the external equity investments made in this country. More than two-thirds of the entrepreneurs whose businesses had received an external equity investment and were less than six years old in 2002 were between the ages of 35 and 54 years, and only 0.05 percent were younger than 25.
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According to the SBO data, two-thirds of the primary owners of the businesses that receive an external equity investment have a college degree or greater education.
Similar patterns can be seen in the KFS, which shows that 57.4 percent of the primary owners of the businesses that received an external equity investment in their first year of operation had a college degree or more education.
The data from the KFS show that 60.2 percent of the primary owners of businesses that have received an external equity investment have started at least one prior business. They also show that almost 89.3 percent of the entrepreneurs who founded a 95 Calculated from data downloaded from http://www.census.gov/prod/ec02/sb0200cscbt.pdf 96 Ibid. 97 Calculated from data downloaded from http://www.census.gov/csd/sbo/cbosummaryoffindings.htm.
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business that received an external equity investment in its first year of operation had at least one year of work experience in the industry in which the business was started, and 50.6 percent had more than 10 years of experience.
A large personal investment in a business is not a requirement for the receipt of an external equity investment. The data from the KFS reveal that in 25.5 percent of the businesses in which the founders had invested, the primary owner-founder's combined investment was less than $10,000.
The patterns are similar for the founders' investment of time. According to data from the SBO, the business is the primary source of the founder's income for 54.8 percent of the companies less than six years old that receive an external equity investment. Moreover, the founders of these companies do not put a great deal of time into their businesses. According to the SBO data, in 32.6 percent of the businesses with external equity that are five years old or less, the founder worked 20 hours per week or less on the business, and in the majority of the businesses, the founder worked 40 hours per week or less.
Recommendations for Data Collection
One of the problems with understanding angel investment activity has been a paucity of data from large representative samples of angel investors. This lack of data has led researchers to draw inferences from either nonrepresentative convenience samples or small representative samples. The two approaches can both lead to inaccurate estimates (although for different reasons.)
An accurate understanding of angel investing requires the creation of large, representative samples of angel investors, angel investments, and angel-financed companies. A large representative sample of angel investors could be created by dramatically increasing the scale of data collection for the EUSA. Increasing the size of the EUSA tenfold would mean that data could be collected from between 200 and 300 business angels, a sample size large enough to draw inferences with confidence.
Better information about angel investments could also be obtained by increasing the scale of data collection for the EUSA, and by expanding the inquiry to all informal 44 investments made in the previous three years, rather than just up to three investments.
Alternatively, the SCF could be expanded to collect data from a larger sample and more specific questions about types of informal investments could be added.
Better information about the companies that receive angel investments could be obtained through a dramatic increase (approximately tenfold) in the size of the sample for the FRSSBF. Alternatively, additional questions could be asked in the SBO to identify the source of the external equity investment, as well as more information about the recipient firms.
To get a better understanding of subsets of angel investors, particularly accredited angels, would require new research designs. For instance, to create an adequate sample for the examination of accredited angel investors, an IRS sampling frame on income and net worth would be required to permit high net worth and high income individuals to be oversampled. Otherwise, the sample size necessary to obtain data from a representative sample of several hundred accredited angel investors would need to be close to 500,000
people.
Conclusions
An Angel investor is a person who provides capital, in the form of debt or equity, from his own funds to a private business owned and operated by someone else who is neither a friend nor a family member. • Most angel investors are unaccredited investors, but accredited investors provide the majority of dollars invested.
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• The number of companies that receive angel investments annually is between 50,700 and 57,300.
• In 2006, 5,632 angel investors in 128 groups made 947 investments in 512 companies, providing startups with a total of $228.8 million.
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• By 2002, 3,608 companies founded in 1996 achieved $10 million or more in sales.
• The typical angel investment made between 2001 and 2003 was $10,000.
• In 2006, the average dollar value invested per angel in an angel group deal was $31,457.
• Debt accounted for 40.2 percent of the money angels provided to startups between 2001 and 2003.
• Between 0.17 and 0.2 percent of the companies financed by angels go public, and between 0.8 and 1.3 percent are acquired.
• The rate of return net of opportunity cost of high-net-worth accredited angels affiliated with groups and willing to talk about their investments is 19.2 percent.
• Between 2001 and 2003, 25 percent of angel investments went into retail businesses and 12.5 percent went into personal service businesses.
• The typical business of any age-the average age was 13.3 years-that received an informal equity investment in the previous year had sales of $435,000, employment of seven, and profits of $7,500.
• Eleven percent of firms that were five years old or younger and had received an external equity investment had a female primary owner; only 3.8 percent had a Hispanic primary owner, and only 1.4 percent had a Black primary owner.
• More than two-thirds of the entrepreneurs whose businesses had received an external equity investment and were less than six years old were between the ages of 35 and 54 years. 
Contributions to Public Policy
This study makes two contributions to public policy analysis. First, it provides more accurate estimates than were previously available of the market and demand for angel capital, the companies that receive angel capital, and angel deals. These data should help policymakers develop ways to enhance the growth of entrepreneurship in the United States. In particular, the data show that the angel capital market is smaller than is often believed and involves more typical types of small business financing than is generally reported. Policy makers need to recognize the true nature of the angel capital market when they make decisions about how to influence this market.
The study provides insight into the investment activity of different groups of angel investors (e.g., accredited and unaccredited investors), which will be useful in predicting how angel investors might respond to public policy. Finally, the study suggests types of policy intervention that could be the most useful in the angel capital market.
Because the study shows that most angel investments are not sophisticated equity investments made by accredited investors in high-growth, high-potential startups, policymakers may need to consider more targeted approaches to intervention if they are to influence the financing of companies.
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Recommendations for Data Collection
The data on which all discussions of angel investing are based are flawed, leading researchers to draw inferences from either nonrepresentative convenience samples or small representative samples, both of which can lead to inaccurate estimates (although for different reasons.) A truly accurate understanding of angel investing requires data from large representative samples of angel investors, angel investments, and angel-financed companies.
